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The Chilean economy has rebounded from a mild downturn in 1994, enjoying robust growth of
7% in the first semester of 1995, a trade surplus of US$1.3 billion, and record low inflation rates,
according to a recent Central Bank report. However, some disturbing long-term trends continue
to underscore structural economic imbalances in the Chilean economy. Among such trends are
continued dependency on primary exports particularly copper excessive reliance on foreign capital
inflows to sustain positive macroeconomic performance, negative social indicators, and persistent
labor unrest.
Finance Minister Eduardo Aninat predicted in late August that the country would register a 1995
year-end growth rate of between 6.5% and 7%, and asserted that there are no "time bombs" that
would derail the economy from the dynamism it has exhibited since the late 1980s. He characterized
the ripple effects of the Mexican peso crisis earlier this year on South American economies which
included capital flight from the region, devaluation pressures on local currencies, and a drop in
investor confidence as "passing problems" that have largely been overcome (see NotiSur, 01/12/95,
02/02/95, 03/16/95, and 05/25/95). Concern among investors over the "tequila effect" of the Mexican
crisis caused the Chilean peso to lose ground against the dollar in the first quarter of 1995. The
dollar climbed to approximately 420 pesos per US$1.00 before falling again in April to 390 pesos per
US$1.00.
Similarly, the Chilean stock market fell sharply early in the year, but rebounded by April. Aninat
emphasized that Chile has recently been rated as one of the emerging market economies with the
least risk for foreign investors. In July, for instance, Standard & Poor's, a major Wall Street risk
analysis firm, upped Chile's rating from "Triple B plus" (BBB+) to "Single A minus" (A-), placing
Chile in first place among all Latin American countries rated. Accumulated inflation for 1994 was
8.9%, the lowest rate in 34 years.
According to the government Instituto Nacional de Estadisticas (INE), accumulated inflation for the
first eight months of 1995 reached 6.4%, and the annual rate is expected to level off at about 8% by
year-end, which would top last year's record and indicate sustained control of inflation achieved by
the government's restrictive fiscal and monetary policies.
In a related development, what some economic specialists have referred to as the
"internationalization" of the Chilean economy has continued apace in 1995. "The time has arrived
for the (Chilean) capital market to internationalize," said the president of the Chilean Banking
Association, Hernan Somerville, during a May meeting of 200 Chilean and foreign financial-sector
business leaders and government officials to discuss the prospects of Chile becoming a regional
banking center.
This "internationalization" includes a dramatic increase in investment undertaken abroad by Chilebased entrepreneurs in financial, service sector, and commercial concerns, largely in neighboring
South American countries. The Finance Ministry predicted, for instance, that an initial US$3.6 billion
in Chilean capital would be invested abroad following a Central Bank regulatory review in mid©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.
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June of the country's laws governing the transfer of domestic financial assets, as well as the approval
of a "Capital Markets Law" in May that allows Chile's private pension funds to invest their assets
abroad. According to a ministry report, much of the Chilean investment abroad is expected to come
from holding companies controlling pension, mutual fund, and insurance deposits.
Many of these companies, however, are registered as Chilean and include Chilean entrepreneurs,
but also include portfolio investors originating outside Chile and particularly in the US. It is not
clear, therefore, what portion of foreign investment emanating from Chile actually represents
Chilean capital and thus to what extent this internationalization of Chile-based capital will actually
benefit the country's economy. Meanwhile, foreign investment largely of US and Canadian capital
reached an all-time annual record US$4.6 billion in 1994. The vast majority of this inflow represented
portfolio investment in an array of mining and other primary extractive industries, and more limited
investment in commercial, industrial, and financial activities.
According to the Ministry of Economy, foreign investment in the first semester of 1995 reached US
$2.4 billion, a rate which, if sustained, would place 1995 levels roughly apace with those of 1994.
Congress passed a new investment law in mid-August that makes it easier for foreign investors to
participate in government infrastructure and public-works projects. The new law allows insurance
companies and pension funds to invest in a variety of public-works projects. According to the
deputy minister of public works, Manuel Marfan, the new law should generate between US$2
billion and US$4 billion in foreign investment in the medium term, especially in lucrative highway
construction projects, which yield an annual return of 12% to 14%.
In June, the US government's Export-Import Bank (Eximbank) announced it would back the sale
of US equipment and mining services to mixed enterprises in Chile, and then approved a US$165
million loan to the Betchel Corporation of San Francisco, California, to supply the El Abra Mining
Company with equipment and supplies. El Abra was partially privatized as part of the government's
long-term project of expansion and "creeping privatization" of the mining sector, the strategic
mainstay of the country's economy (see NotiSur, 11/03/94). El Abra is jointly owned by a US-based
mining firm and the Chilean public Copper Corporation (Corporacion Nacional del Cobre de Chile,
CODELCO), and runs one of the largest open-pit and underground copper mining complexes in the
world. US officials announced that the approval of the Eximbank-guaranteed loan to Betchel was a
sign of confidence that the privatization of Chile's mining sector would continue apace.
In 1994, a full 67% of all foreign investment in Chile went to the mining sector, mostly to copper
mining operations. Chile is the world's number one producer of copper, which accounted last
year for 44% of the country's export earnings. Government sources reported in July that copper
production increased by 8.2% in the first quarter of 1995 compared with the same period in 1994,
and that copper production was the single most important item in accounting for economic growth
thus far in 1995. Not all growth was in the mining and commercial sectors. The INE reported in
late August that industrial production also rose 5.5% in the first semester of 1995, below the overall
annual average for this period of 7% but nevertheless a healthy increase. Much of the increase
was attributed, however, to petroleum derivatives and to chemical, metal, and machine assembly,
destined in large part, critics point out, to supply the mining sector. Despite the optimistic outlook,
the dynamism of the Chilean economy thus remains dependent on growth in a narrow range of
primary export products, particularly copper, and on a continued high level of foreign capital
inflows.
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The government's five-year 1996-2000 economic plan rests on a dramatic expansion of the mining
sector, continued high levels of international investment, and the generation of government
revenues through ongoing privatizations. The privatization process began in earnest in the 1980s
and represents a temporary and nonrenewable source of government earnings to finance trade and
budgetary deficits and social spending. Last year, privatizations of state enterprises brought in US
$173 million. Most industrial, commercial and financial enterprises were privatized during the years
of Gen. Augusto Pinochet's dictatorship (1973-1990). The civilian governments in power since 1990
have continued the process, turning to the state service sector, and since 1994, to the mining sector,
which had remained a state monopoly despite the free-market neoliberal program in effect since the
mid-1970s.
Much of 1994 privatizations consisted of services and infrastructure, including the sale of stock
ranging from a few percentage points to majority holdings in diverse public utility companies,
including electricity, water, telephone service, the national airline (LAN-Chile), and public
transportation. In addition, the saturation of the domestic consumer market that appeared in 1994
continued in the first semester of 1995. Accumulated credit card debt jumped by an astonishing 43%
in the 12 months from May 1994 to April 1995, reported the National Chamber of Commerce in June.
Disturbingly, while inflation has reached an all-time low, price increases were heaviest in the basic
consumer goods sector, including food, clothing, housing and rental costs, mass transportation, and
communications.
The "Index of Consumer Prices for the Poor" (Indice de Precios al Consumidor de los Pobres"), a
selective price fluctuation index maintained by the nongovernmental economic think tank Programa
Economico del Trabajo (PET), registered a 9.8% increase in 1994, and is expected to increase in 1995
even as the overall inflation rate decreases. This represents, say critics, a further transfer of growth
benefits to the middle classes and to capital, and of the burden of restrictive fiscal and monetary
adjustment policies to the poor. Per capita income in Chile was US$3,700 in 1994, placing the country
at the upper end in per capita income levels among developing countries.
Nonetheless, nearly one in three Chileans, or 28.5% of the population, still live below the poverty
line, according to the Planning Ministry. Of Chile's 13.7 million inhabitants, 3.9 million barely earn
enough to cover their basic needs and 1.1 million of these live in extreme poverty. Official rates
released by INE in July placed unemployment at 5.8%, although those working in the informal
sector and in seasonal employment activities are ranked as employed. And, despite its highly
positive investment-risk rating, the country continues to be plagued by labor unrest. In May, for
instance, a 24-hour nationwide strike by public transportation workers to protest increases in the
amount of fines for infractions and the cost of renewing licenses seen as an indirect measure to raise
government revenue and increase the cost of public transportation brought the economy to a halt. In
addition, several dozen strikes in the country's mines were reported in the first semester of 1995.
In May, the powerful Unitary Workers Federation (Central Unitarian de Trabajadores, CUT) led
a spate of strikes, demonstrations, slowdowns and other forms of protest to oppose government
proposals to "modernize" the country's labor laws, including measures to weaken collective
bargaining, reduce benefits for those fired, and modify regulations regarding hiring and firing.
The "modernization" of labor legislation has been a standard component of neoliberal programs
throughout Latin America, and is seen by trade unions as a measure to weaken labor's influence and
thus attract foreign investment. (Sources: Inter Press Service, 01/05/95, 05/03/95, 05/18/95; Reuter,
08/10/95, 08/23/95; United Press International, 05/03/95, 08/25/95; Notimex, 01/09/95, 01/09/95,
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07/13/95, 08/31/95; Agence France-Presse, 05/05/95, 05/15/95, 06/05/95, 06/08/95, 06/29/95, 07/11/95,
08/01/95, 08/06/95, 08/10/95, 08/23/95, 08/29/95, 09/04/95, 09/05/94)
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